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THE INSURANCE OF BANK DEPOSITS IN 
THE WEST 

I. Oklahoma 

SUMMARY 

The movement, a result of the panic of 1907, 86. — Provisions of 
the Oklahoma law, 88. — National banks unable to participate in the 
guaranty, many become state banks, 90. — Rapid increase in the de- 
posits of state banks, 94. — The guaranty of deposits generally favored 
by the people outside the larger cities, 103. — Political aspects of the 
question, 103. — More strict banking laws have in every instance ac- 
companied the adoption of the guaranty or insurance of deposits, 106. 

Within the last two years, laws providing for the 
guaranty or insurance of bank deposits, through funds 
administered by the state, have been enacted in Texas, 
Oklahoma, Kansas, Nebraska, and South Dakota, 
a great region stretching from the Gulf of Mexico 
almost to the Canada line. 

The first of these laws was adopted in Oklahoma, 
and there could be no better place for the experiment 
than this splendid commonwealth. Tho not a pio- 
neer country, since much of it was opened to settle- 
ment twenty years ago, yet its seventy thousand 
square miles are still in the early stages of their de- 
velopment. Almost every variety of extractive in- 
dustry and agriculture is here represented, — coal 
mining, oil production, the raising of wheat, alfalfa, 
corn, and cotton, and the breeding and fattening of 
cattle. The population of the new state, much more 
than one million in number, is intensely American. 
Its people are ready, when they find no precedent, 
to make one, as witness their remarkable State Con- 
stitution. 
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The progress to the present time of their experi- 
ment of guaranteeing deposits, begun more than a 
year ago, is here presented. The information is de- 
rived from personal observations, official sources, and 
conversation and correspondence with many Okla- 
homa bankers. One event of absorbing interest, the 
closing of the largest state bank in Oklahoma, has 
just occurred. Authoritative information about the 
bank and the administration of the state guaranty 
fund since its closing cannot now be had, 1 and the 
significance of this episode must be presented in a 
later paper, together with a study of the legislation 
adopted in the rest of this region and, proposed, in 
other states. In the light of these experiments, the 
subject can then be generally considered and a con- 
clusion reached as to how far insurance of bank de- 
posits is practicable and desirable. 

When the bankers of Oklahoma reached their offices 
Monday morning, October 28, 1907, they found that 
over Sunday the banks of St. Louis and Kansas City, 
following the example of New York and Chicago, 
had suspended cash payments, except in small amounts ; 
and that the Governor of Oklahoma, to give the banks 
time to meet the situation, had declared a legal holi- 
day of a week. The panic was on. The principal 
correspondents of the banks were in St. Louis and 
Kansas City. Currency could not be obtained from 
either city except in driblets. An order for $5000 
in currency might bring $500.00, if so much. The 
Oklahoma banks had no place to get currency to pay 
depositors in the panic evidently sweeping over the 
country. 

The paralysis of trade the country over exceeded 
anything that had been seen in a generation, and the 

i Oct. 13, 1909. 
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course of events was the same in Oklahoma as in the 
other states. Farmers would not sell hogs and grain 
and cotton because the buyers could not pay in actual 
money. The movement of commodities stopped, 
long trains of idle freight cars filled the city yards 
and cumbered the country sidings. The railroads 
bought little coal and the output of the mines fell off. 
Many railroad men, miners, mechanics, and laborers 
were idle and money to pay others could be scraped 
together only by the severest of expedients, and at 
great expense. Values melted away, and business 
was dead. 

All this was the common experience of the United 
States, and there were two legislative results. It 
seemed to many that additional supplies of currency 
in October and November would have saved the situ- 
ation, and the Aldrich-Vreeland Act was passed in 
the belief that it would provide such supplies in future 
stringencies. It seemed to others that there would 
have been little trouble if bank depositors had known 
that their deposits were secure; and this theory led 
to the creation of the Oklahoma deposit-guaranty 
fund. 

Immediately after the declaration of the week-long 
holiday, the Executive Committee of the Oklahoma 
Bankers' Association was convened at Guthrie, the 
capital. A day and night of conferences with the 
political authorities came to nothing. In a few days, 
however, the Committee was again at Guthrie to 
devise some plan to enable the Oklahoma banks to 
resume cash transactions. It was obviously impos- 
sible to pay all the depositors at once, and there was 
great fear that depositors would stampede if restric- 
tions on cash payments were removed. All over the 
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country, during November and December, bankers 
were saying that if the depositors only knew that the 
banks were sound and their deposits well invested 
and secure, the usual course of business could be re- 
sumed any day. To give depositors this assurance, 
it was suggested at this second Guthrie committee 
meeting that the state and nation guarantee the bank 
deposits. It was agreed that the state bankers pre- 
sent should submit the idea to state banks throughout 
Oklahoma, while national bankers urged Congres- 
sional action. It was soon learned that nothing was 
to be hoped from Congress, at least in time to be of 
help in the crisis of 1907. The national banks, through 
an able Committee, then investigated the feasibility 
of an organization among themselves to guarantee 
the deposits in the national banks of Oklahoma, but 
decided that the scheme was not practicable at the 
time. The national banks of Kansas are now trying 
to put such a scheme into operation, as will appear 
later on in this paper. 

A few weeks after the panic began, Oklahoma be- 
came a state, and the first state legislature met. The 
State Banking Board prepared and had introduced a 
bill to guarantee bank deposits. Governor Haskell 
was a member of the board. 

The bill became a law December 17, 1907, while 
currency was still at a premium in New York, and 
before cash payments had been fully resumed by 
Western banks. The act levied an assessment on 
each bank of one per cent, of its average deposits to 
create a fund out of which should be paid deposits of 
banks that might fail, and provided that in case the 
fund should be depleted, a special assessment should 
be made to cover the deficiency. No limit was set 
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to such special assessments, and each state bank was 
therefore the absolute guarantor of the deposits of 
all the other state banks of Oklahoma. New banks 
were required to pay as organized, 3% of their capital, 
this payment being subject to adjustment on the 
basis of deposits at the end of their first year. 

All state banks were by this law compelled, and 
national banks were permitted, to guarantee their 
deposits in this way. As will be seen later, the Comp- 
troller of the Currency refused to allow national banks 
to participate in the scheme. 

The chief provisions of the Oklahoma statute are 
shown in the accompanying table, in comparison with 
the provisions of the deposit-guaranty laws of other 
states. 

Now the territory of Oklahoma had for a number 
of years enjoyed a good banking law and a competent 
Bank Commissioner. Failures had been few. The 
financial history of Oklahoma is brighter than the 
early financial history of other states in the same 
region. With the admission of Oklahoma as a state, 
however, there were added to the institutions under 
the supervision of the Bank Commissioner, some 175 
banks and trust companies from the old Indian Terri- 
tory. These had been operating without any public 
supervision or examination. They were officially 
an unknown factor in the banking situation. Partly 
because of these banks, and partly to make it as sure 
as possible that only good institutions should have 
their deposits guaranteed, the Bank Commissioner 
decided to have every institution in his charge ex- 
amined within the sixty days before the law would 
go into effect. Four hundred and sixty-eight banks 
had reported to the Commissioner December 11, 
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1907. The examination of so many banks in a single 
state within two months is unique. It was accom- 
plished by employing active bank officers as special 
examiners of other banks than their own. The fact 
is remarkable that almost all the banks stood the test. 
A few were required to liquidate, and, many being 
found, as the Commissioner says, " not in harmony 
with the law at all points," were given further time 
to comply fully with the law; but, practically speak- 
ing, the banks of Oklahoma went into the guaranty 
system, February 14, 1908, with a clean bill of health. 

Expecting the insurance or guaranty of deposits 
under state supervision to be attractive to depositors, 
no fewer than fifty-seven national banks applied to 
have their deposits guaranteed, and were examined 
by the Bank Commissioner of Oklahoma as provided 
by the guaranty law. On July 28, 1908, however, 
the Attorney General of the United States, Mr. Bona- 
parte, advised the Comptroller of the Currency that 
a national bank could not legally participate in the 
Oklahoma guaranty. In Mr. Bonaparte's opinion 
it was beyond the powers of a national bank to insure 
its deposits against loss, and he believed that under 
the Oklahoma law the banks were not effecting in- 
surance but giving contracts of guaranty, or surety- 
ship, which national banks clearly could not do. The 
Comptroller of the Currency, therefore, forbade the 
national banks to participate in the guaranty scheme. 

Litigation to resolve the legal questions was already 
under way. Many bankers felt that it was unwise 
and unfair to require the successful banks to pay the 
debts of the unsuccessful. As a test case, the Noble 
State Bank asked for an injunction restraining the 
State Banking Board from enforcing the law in its 
case. The points were made that the bank's charter 
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rights were not subject to change by the legislature 
and that to exact contributions to a fund for the pay- 
ment of deposits of failed banks would be to deprive 
it of its property without due process of law. The 
Supreme Court of Oklahoma ruled, however, that the 
charter was granted under conditions that made the 
bank's rights thereunder subject to legislative amend- 
ment. Banking, it further held, was a quasi public 
business. The assessments complained of were for 
the purpose of safeguarding the public in its dealings 
with the banks, and it was within the police power of 
the state to levy them, there being moreover a con- 
sideration in the benefits derived by all banks from 
the assurance thus afforded customers of the safety 
of their deposits. 1 

The case was appealed to the Supreme Court of 
the United States, and has not yet been decided. 

The situation by midsummer of 1908 was that 
national banks had been forbidden to obtain guaranty 
of their deposits, the constitutionality of the law as 
to state banks had been seriously attacked, and the 
state banks were advertising far and near and forcibly, 
the protection afforded to their customers by the 
" Depositors Guaranty Fund of the State of Okla- 
homa." Some banks went so far as to advertise that 
their deposits were guaranteed by the state itself. 
This was not permissible under the law, and was for- 
bidden under penalty by the amendatory act effective 
June 11, 1909; but some banks continued so to ad- 
vertise as, perhaps, to give the impression that the 
state as such protected the depositors. " Deposits 
protected by the law of Oklahoma," or similar phrases, 
have been used. In country banks much of the appeal 
for business is by word of mouth, and state bankers 

1 The opinion in thia case may be found in 97 Pacific Reporter, 590. 
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have not failed to point out that deposits in their 
banks are guaranteed. 

The state banks were gaining on the nationals, as 
is shown by the accompanying tables compiled from 
official returns. 

Between the February and May statements of 
1908, the number of state banks had increased 24. 
The number of banks in Oklahoma territory had in- 
creased only one between June 1, 1907 and December 
11, 1907, and the number in Oklahoma state had 
increased only two between December 11, 1907 and 
February 29, 1908. The frequent organization of banks 
after the latter date was because it was supposed that 
a new bank could obtain a good line of deposits more 
rapidly under the assurance of safety given to de- 
positors by the new law. Fewer banks were organized 
during the early summer, but the July statement 
showed a gain in the individual deposits of state banks 
since the taking effect of the guaranty law of more 
than $3,000,000.00. The national banks had decreased 
four in number, and their deposits had declined about 
two-thirds of the amount the state banks had gained. 
Both classes of banks had exhibited in the February 
statements abnormally large reserves, because of the 
accumulation of cash and sight exchange during the 
panic. These reserves had declined somewhat by 
midsummer, but remained ample in both cases. The 
following table shows the percentage of the cash 
resources of Oklahoma banks to deposits, (a) when 
the guaranty law went into effect, (b) one year later, 
and (c) on June 23rd, 1909. In working out these 
percentages, some small miscellaneous items of de- 
posit and of exchange are, for the sake of perfect 
accuracy, added to the items shown on this table. 
The technical legal reserve of national banks is so 
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calculated as to be incomparable with the reserve of 
state banks, but the following percentages have been 
calculated on the same basis for both classes of banks: 

State Banks Feb. 29, 1908. Feb. 5, 1909. June 23, 1909. 
Percentage of cash and sight 

exchange to deposits 51.8 45.9 38.9 

Percentage of cash to deposits, 11 7.8 7.7 

National Banks Feb. 14, 1908. Feb. 5, 1909. June 23, 1909. 
Percentage of cash and sight 

exchange to deposits, 46.8 41.9 39.2 

Percentage of cash to deposits, 13.2 8.9 9.8 

After the July statement, the organization of state 
banks proceeded rapidly. By June 23d of this year, 
the number had further increased 132, and had reached 
631. Many of the new state banks were conversions 
of national banks, the number of the latter falling 78 
in the same time, a total loss of 82 since the taking 
effect of the guaranty law. Only four national banks, 
all with the minimum capital of $25,000 each, were 
chartered in Oklahoma from February 14, 1908 to 
September 7, 1909, while twenty had been chartered 
in the year ending October 31, 1907. 

The April statements of 1909 showed that the state 
banks had overtaken the national banks in individual 
deposits, and in the June statements the total de- 
posits of the state banks, including the deposits of 
other banks, were greater than all the deposits in the 
national banks. In the state banks, individual 
deposits alone had grown under guaranty from $18,- 
000,000 to nearly $43,000,000; more than double. 
Of this gain of $25,000,000, about $7,300,000 came 
from the conversion of seventy-three national banks. 
In the national banks, individual deposits had barely 
held steady The item " deposits of other banks " 
showed a gain. Of course the deposits of the national 
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banks averaged larger per bank than before, because 
there were fewer banks. Capital had measurably 
kept pace with deposits, and this item, too, had be- 
come larger in the statements of state banks than in 
those of the nationals. The surplus of state banks 
could not, of course, increase in proportion to the 
increase in capital; the latter being swelled by the 
organization of new banks, which would require time 
to accumulate surpluses. 

Without question, the growth of $25,000,000 in the 
deposits of the state banks of Oklahoma since the 
establishment of a system of deposit guaranty, had 
been due to that guaranty. There have been many 
attempts to explain the growth of deposits in other 
ways, but it cannot be done. It was suggested that 
the State School Fund of $5,000,000 would account 
for part of the early growth, but as early as March, 
1, 1909 the unexpended portion of the fund amounted 
to only $1,187,950, of which $250,000 was in national 
banks. 1 There has been a tendency to place other 
public moneys, state, county, city and school district 
accounts in the state banks. Such accounts are not 
separated from individual deposits on the statements 
published by the Bank Commissioner; but all the 
idle public funds of the new state cannot amount to 
$25,000,000 or any large fraction of it. The state 
itself is issuing warrants for expenses, as are some of 
its municipal divisions. 

The rapid growth of Oklahoma accounts for part 
of the gain, but only the state banks, as a whole have 
gained. 

It is true that large sums have been received on 
deposit from citizens of other states, and that $7,000,- 
000 came with converted national banks, but the out- 

1 Letter from Bank Commissioner Young to the writer. 
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side deposits and the wholesale conversions of national 
banks only demonstrate the stong appeal that de- 
posit insurance makes to actual and potential de- 
positors. A good deal of buried money has been 
dug up and placed in banks. 

Some have asserted that deposits have been at- 
tracted by the payment of excessive interest, but the 
state banks are probably paying lower rates than 
are the nationals. The Commissioner informed the 
writer last March that of all the national banks con- 
verted up to that time, about forty, all but two were 
paying from 5% to 7% on time deposits. State 
banks are limited to 4% by the Commissioner, who 
has power to fix the maximum. Some state banks 
would like to pay more to meet the competition of 
national banks, and in parts of Oklahoma 5% is not 
too much to pay in view of economic conditions; but 
the Commissioner adheres to his position. 

Some state banks paid higher rates at first; one 
paid 8% for a short time until the Bank Commissioner 
heard of it. It is said that some bankers are evading 
the Commissioner's ruling by paying excessive in- 
terest out of their own pockets, but the Commissioner 
says that he cannot discover that this is done in many 
cases. 1 The practice cannot obtain to any important 
extent. 

The following statistics of bank organizations and 
conversions under the guaranty law will be more 
readily appreciated if it is recalled that Oklahoma 
is a typical part of the great central region of this 
country in which banks of the smallest legal capitali- 
zation abound. On account of the lack of a system 
of branches, banking facilities are afforded by banks 

1 Reply by Bank Commissioner A. M. Young to Professor W. C. Webster*. 
Journal of Pol. Econ. July, 1909. p. 463. 
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of $10,000 capital; such banks being often estab- 
lished in towns of fewer than 100 people. Formerly 
the new banks frequently had only $5000 capital, but 
with the growth of wealth the states in this region have 
generally fixed $10,000 as the minimum capital, and 
most of the new banks have naturally not exceeded the 
minimum. Capital is scarce on the economic frontier. 1 
The following information has been derived from the 
Annual Report of the Bank Commissioner, Novem- 
ber 1, 1908, and from a list kindly furnished by him, 
of banks organized since; and by comparing both 
with the Reports of the Comptroller of the Currency 
for 1907 and 1908. From February 14, 1908 to Sep- 
tember 1, 1908, 179 state banks were chartered, in- 
cluding 77 conversions of national banks. Between 
November 16, 1907 and November 1, 1908, nineteen 
state banks liquidated, three changed location, two 
consolidated with other banks, and two nationalized. 
Their capitals are not stated in the Commissioners 
report for 1908. Few banks have liquidated or na- 
tionalized since. The 179 state banks had $3,684,- 
000.00 capital distributed as follows : 

69 had each $10,000.00 

37 " not over 15,000.00 

7 " " " 20,000.00 

40 had each 25,000.00 

10 " not over 35,000.00 

12 " " " 50,000.00 

2 " " " 61,000.00 

1 " 100,000.00 

1 " 200,000.00 

The guaranty of deposits did not create the ten- 
dency to small capitalization. Indeed there are 

1 For studies, by the writer, of banking in this region, see " The Distribution of 
Small Banks in the West," Q. J. E. xii, 70; " The Minimum Capital of a National 
Bank," North American Review, Vol. 167, p. 457. " The Effect of the New Currency 
Law on Banking in the West," Q, J. E. xv, p. 277. " Branch Banking for the West 
and South," Q. J. E. xviii, p. 97. 
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rather more new banks with capital over $10,000 than 
might have been expected. For this there are three 
reasons. Many of the banks are conversions of na- 
tional banks, all of which before conversion had at 
least $25,000.00 capital each. An unusually large 
number of banks was established in towns that already 
had banks of more than the minimum capitalization. 
The acts of May 26, 1908 and June 11, 1909, succes- 
sively forbade banks of the minimum capitalization, 
the former in towns of more than 2500 population, 
the latter in towns of more than 500 population. 

The 77 banks converted during the period November 
16, 1907 to September 1, 1908, had as national banks 
$2,525,000 capital, and as state banks $2,047,000; the 
shrinkage illustrating the necessity of economizing 
capital in undeveloped or partially developed states. 
Where there is so much need of buildings, plows, 
horses, wagons, wind-mills, and cattle, comparatively 
little can be spared for banking. Of the 77 institu- 
tions that have left the national system to become 
state banks, 

6 have more capital than before, 
33 have the same capital, and 
38 have less. 

The conversion of these banks has been the most 
dramatic feature of the guaranty episode. The na- 
tional bankers valued their charters. Many had 
strained a point to provide the capital required in the 
national system in order to share in the prestige that 
national banks have to this time enjoyed. 

Newcomers to the state, however, and newcomers 
are many, for Oklahoma is growing fast; instead of 
depositing in national banks, which they would have 
preferred a short time ago, have sought out the state 
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banks. In spite of this, few banks converted until 
their own business, the result sometimes of years of 
effort, began to slip away. Quite a few national 
bankers organized state banks to hold the business 
of those customers who wanted their deposits guar- 
anteed. The national charters, valued from con- 
siderations of business and sentiment, were not sur- 
rendered, but the national and state banks were 
operated under the same management, side by side. 
The State Banking Board is no longer authorizing 
the organization of state banks in such cases, but 
cannot refuse the owners of an old charter permission 
to resume business. The Guthrie National Bank, 
owning an old territorial charter, reopened the old 
Bank of Indian Territory August 16, 1909, in the 
building in which its own offices are. One Oklahoma 
national banker to whom the writer applied for in- 
formation in March of this year, answered with a 
criticism of the origin of the guaranty bill. Answer- 
ing another letter in May, the same banker wrote, 

" To begin with you will note from the above letterhead that 
we have surrendered our National Charter and taken out a State 
Charter here. This, of course, is because of the guaranty law. . . . 

" I have not changed in my ideas. I believe as firmly as ever 
that it is wrong, — unsound economically, and that it cannot last. 
I believe that some day the whole idea will go up in smoke, just 
as other foolish notions originated for their popularity have gone. 

" But, — from a practical standpoint, it is a difficult matter 
for a bank in a country community, especially where the banker 
is practically a stranger, to stand out against. There is no ques- 
tion but that the farmers, and many others, — many of whom 
ought to understand better, do believe in the idea, and they de- 
posit their funds where the guaranty will protect them. We found 
that in many instances customers who were under obligations to 
us, men who actually owed us at the time, were carrying small 
accounts at the state banks, and have had them send us a check 
on a state bank to pay interest on a note we were carrying, — 
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asking at the same time for a renewal. I have had customers tell 
me with an apology that, to satisfy perhaps, their wife, — they 
have opened a silent account at a state bank, still checking on us 
because their treatment here had been such that they were ashamed 
to openly hold the account at another bank. 

" These, and other instances, induced me to make a very care- 
ful inquiry among all kinds of people, asking them in frankness 
their ideas, and almost to a man they favor the guaranty. 

"Theoretically, it is wrong: Fundamentally, it is wrong: 
Economically, it is unsound, and, therefore, wrong: — but prac- 
tically, in a country community, at least, it is popular, and we felt 
that it was best to convert. 

" In this connection, however, let me say that the legislature 
at its last session amended and modified the law, limiting the 
amount which may be assessed against a bank in any given year, 
and thus took away the most dangerous feature of the old law, — 
the unlimited liability." 

There are a number of cases of sales of national 
banks to men who were entire strangers to the com- 
munities in which the banks were located, but who 
by converting the banks to state banks under the 
guaranty law, greatly increased their business. 

The letter just quoted is typical. When a deposit 
insurance law was passed in Kansas this year, the 
National Bank of America of Salina, Kansas, a large 
and strong bank, wrote each national bank in Okla- 
homa for its experience in competing with guaranteed 
banks. The replies were so interesting that the bank 
published 214, practically all of them, in a pamphlet. 
A number of the banks had been converted into state 
banks before answering. One bank wrote : 

"For quite a while we asked nearly every farmer that came in 
what he thought about the guaranty law and almost without 
exception everyone said he would just a little bit rather have the 
money in a guaranteed bank than in a National bank and we 
have had several good sized deposits brought in solely be- 
cause we were a State bank and they considered their deposits 
guaranteed. 1 

1 Letters from National BankB in Oklahoma upon the Guarantee Law, p. 36. 
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Another said: 

" The National bank (here) has always been the stronger bank 
and always had the larger deposit. In fact the ' panic ' left the 
State bank in a very delapidated condition. The state passed 
the guarantee law and from that time on the State bank has gained 
rapidly and the National bank stood still. 

" We boasted of our strength and standing in the community, 
but we find that ' strength and personality ' cut no ice and the 
bank with the guarantee will take your business in spite of every 
effort. We did not like the idea, but when we saw how things 
were going we surrendered our National charter and became a 
State bank. We are glad we did it and have checked the business 
that seemed slowly but surely going to the other bank. 

" Our experience teaches us that the guarantee is a deposit 
getter. It is so especially with new comers. It will not affect 
your old line customers, but all transient business and all in-coming 
business will line up with the guarantee. 

" The guarantee will cause your time deposit account to in 
crease, and as an advertisement there is no better theme to work 



The following are quotations from letters of na- 
tional banks that did not liquidate: 

" The State bank has gotten some business which none of the 
banks here had. This is always the case with a new bank." 2 

" While the State bank has increased its deposits it is from 
money that has been hidden away and buried that the guaranty 
has helped to bring from hiding." 3 

" The fellow who comes from Iowa, Illinois, Nebraska, or Minne- 
sota seems to look at the word "guaranty " as something to con- 
jure with and I have no doubt but we lose business of that kind." * 

" Customers of the National banks would open an account with 
the guaranty bank with the proceeds of the sale of crops, etc., and 
keep on checking on the Nationals until their balances were so 
small that they did not amount to much, and the out-come is that 
the deposits have decreased." 5 

"I for one would make the change at the earliest possible time 
that I could. 

" We have done well and we cannot see that we have lost 
much business since the opening of the guarantee bank here, but 

1 Letters from National Banks in Oklahoma, p. 37. 2 Ibid. 26. 

3 Ibid. 8. 4 Ibid. 32. 5 Ibid. 35. 
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there is always a dread feeling that you have that you fear that 
you will lose business by having such a law and you never get over 
it and sometime that feeling almost runs into a fever from the 
moves of some of your good customers and you have got to have 
a look-out all the time and two or three night watchmen on duty 
every night and they have got to be friends outside and not share- 
holders and that puts you under everlasting obligations to these 
outside fellows and therefore, if we could call back one year I would 
insist on taking out a State guaranteed bank. There is too much 
work attached to it now, you just simply work day and night to 
hold your business and while I am up at nights doing something 
for my trade my competitor is at home sleeping and I don't like 
that. We have not changed and I don't know that we will, but 
if I had it to do over I would recommend a change. 

" Now, we are in a little town and that makes a big difference 
because the customers you have are nearly all country people and 
they like the word guarantee written upon everything, upon their 
shoes, and upon the meat, and everything else, whether it is worth 
anything or not they like it and some of them will look up excuses 
in some other way to quit you and will magnify your faults and 
everything else will come up that you cannot now think about." l 

" Hoping that the national government would give us some 
relief, we failed to [convert]." 2 

" We have no intention of giving up the National here, although 
most of the stockholders as well as myself are Democrats, and this is 
one of our State's democratic pets." 3 

" If ever three or four good sized State banks fail, there will 
be a run on all the others and there won't even be Democratic 
politicians enough in Oklahoma to collect the guaranty fund." 4 

" About the only class of people that we lost were a few demo- 
crats." 5 

" In communities which are strongly democratic some National 
banks have surrendered their charters, have taken out state charters 
and have pushed the guaranty feature with great energy, appeal- 
ing to the people upon the ground of supposed added safety, and 
also appealing to their political loyalty, the guaranty feature here 
being strongly a democratic creation." 6 

" In small towns, there can be no question that it had affected 
the business of National banks ; but in the larger places it has nade 
no particular difference. Our business has grown very materially 
since the guaranty law has been in force, and this is largely true 
of all National banks in the larger places of Oklahoma." 7 

1 tetters from National Banks in Oklahoma, p. 38. 

* Ibid. 38. 3 Ibid. 5. 4 Ibid. 15. 

6 Ibid. 19. • Ibid. 21. ' Ibid. 2. 
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" No, I would stay under the Stars and Stripes with my National 
bank charter." 1 

In publishing the letters, the National Bank of 
America of Salina said: 

" These replies so strongly substantiate our own preconceived 
opinion that a strong National will not suffer more than a tem- 
porary loss of business that we send them out to encourage others." 2 

This conclusion is generally correct as to the older 
banks and larger towns although there are important 
exceptions. It is suggested by a large number of 
the letters, and is confirmed by examination of the 
statements of national banks in such towns, but it is 
evident that in the smaller towns the depositors now 
want their deposits guaranteed or insured. This 
was a plank in the national platform of the Demo- 
cratic Party in 1908. It is the fashion to say that 
political feeling has died out in this country, but 
Oklahoma, settled from older states, is in many ways 
typical of the Mississippi River states 25 years ago, 
and party feeling is intense. Some of the extracts 
just quoted show that many regard guaranty as a 
democratic rather than as a financial policy. All 
through the campaign of 1908, in Oklahoma, stump 
speakers argued the guaranty of bank deposits. Com- 
parisons were drawn, not always by politicians, be- 
tween the misery that followed specific bank failures 
in other states, and the orderly payment depositors 
were promised under the Oklahoma guaranty. 

Indeed, there was an Oklahoma instance. The 
International Bank of Coalgate, one of the banks 
" not in harmony with every provision of the bank- 
ing laws " when the guaranty went into effect, and 
whose condition, although apparently somewhat im- 

1 Letters from National Banks in Oklahoma, 25. 2 Ibid. 1. 
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proved, had not been made satisfactory to the Bank 
Commissioner, was closed May 21, 1908. Depositors 
were paid in full by the use of part of the guaranty 
fund. The bank proved to be solvent, the fund was 
reimbursed from the assets, and the bank was reor- 
ganized under new management. It has been alleged 
that it was closed to furnish a demonstration for the 
Democratic National Convention at Denver. Be 
that as it may, the management had after repeated 
warning failed to correct objectionable conditions, 
and the closing was doubtless legally warranted. There 
has been since the first of this year a magazine at 
Vinita, Oklahoma, the " Bank Deposit Guarantee 
Journal," which has made frequent use of this episode. 
It prints a picture of a farmer and his wife before the 
bank, on the door of which is the notice of the Bank 
Commissioner asking depositors to please call for 
their money. In juxtaposition, is a mob besieging 
the doors of a closed bank in some other state, or a 
laboring man heartbroken over the loss of his savings. 
Such pictures, and the talk they suggest, (accounts 
in country banks are much influenced by talk), must 
have been effective. 

The case of the Columbia Bank and Trust Com- 
pany of Oklahoma City, the largest state bank in 
Oklahoma, which closed September 29, 1909, will be 
discussed in the next number of this Journal. 

The panic was scarcely over when the campaign 
of 1908 began, and, between politics and finance, the 
laboring men and farmers and many business men 
were convinced of the desirability of a fund, admin- 
istered by the state, to guarantee bank deposits. 
This is why national banks in the small towns lost 
business and converted. This is why the state banks 
gained so largely in number and business. Whether 
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the gains under the system will be permanent, can 
best be discussed after considering the course of the 
deposit insurance movement in other states. 

With state banks gaining on the national banks, 
and passing them in total business, there has devel- 
oped some ill feeling. The national bankers have 
resented the implication in much of the talk and 
advertising that state banks are safer than theirs, 
and have bitterly criticised the law as worthless and 
dangerous. Each class of bankers has thought that 
the other was using improper arguments. 

This feeling has partially disrupted the Oklahoma 
Bankers' Association. This organization has been 
most useful, not only in looking out for the banks in 
general ways, but in furnishing burglary insurance, 
fire insurance, and officers' bonds, through arrange- 
ment with various insurance organizations. The 
state bankers, feeling that after the establishment 
of the guaranty system their interests were no longer 
identical with those of the national banks, organized 
a "State Bankers" Section of the Association, which met 
last May at Enid, a day before the convention of the 
Association proper. State banks may belong to the 
Section without belonging to the parent Association. 
The Bankers' Associations of the various states arouse 
in their members the sentiment of patriotism, for the 
Associations have been built up by hard work, are 
of great use to the banking interests, and have led to 
the formation of life-long friendships among those 
engaged in their official or committee work. Many 
bankers of Oklahoma naturally regret the appearance 
of disruptive tendencies in the original Association. 
The feeling between national and state bankers has 
been heightened by the course of the Bank Commis- 
sioner. This year Mr. A. M. Young succeeded Mr. 
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H. H. Smock in the office. Mr. Young believes in 
the state banking system, and its method of deposit 
insurance. He has not confined himself to the mere 
supervision of the state banks, but has naturally in- 
terested himself to advance the state system by bring- 
ing as many banks as possible into it. For this he 
has been unjustly blamed. 

All the states that have adopted deposit guaranty 
or deposit insurance have made their banking laws 
more strict. In the guaranty act, Oklahoma required 
bank directors to own at least $500 stock, free of 
pledge. The amount is small, but the requirement 
is a decided step forward. The same act also pro- 
hibited active officers from borrowing from their own 
banks, and provided for their removal at the instance 
of the Commissioner for dishonesty, recklessness, or 
incompetency. 

The later act, effective June 11, 1909, permits banks 
to receive individual deposits to the amount of ten 
times their capital and surplus, and requires them, 
when deposits come to exceed that amount to increase 
capital or surplus, or to cease receiving deposits. The 
capital required by law in new banks had varied 
according to population. This act has changed the 
classification of towns and cities with the effect of 
considerably increasing the capital requirement. 

This act changed the protection of deposits from 
guaranty to insurance. Not a few state bankers had 
been restive under the feeling that they were guaran- 
tors of all the deposits of all the other state banks. 
National bankers had argued, that because of this 
liability, state banks were not so safe as nationals. 
The new law, therefore, limited to two per cent, of 
deposits the emergency assessments that might be 
levied in any one year. The regular assessment is 
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one per cent, of deposits the first year, and one fourth 
of one per cent, each year thereafter, until a fund 
equal to five per cent, of the deposits is accumulated. 
The emergency assessments are to keep this fund up 
to five per cent. If fund and assessments are ever 
insufficient to pay depositors of failed banks, six per 
cent, certificates of indebtedness are to be issued, and 
paid in the order of their issue. 

At the time of the enactment of the first guaranty 
law, the Bank Commissioner was Mr. H. H. Smock, 
an experienced and successful official. Last January 
he resigned to become Vice-President of the Columbia 
Bank and Trust Company, of Oklahoma City, an 
institution to be mentioned later. He was succeeded 
by Mr. A. M. Young, also an able Commissioner. 
Under both, the administration of the Banking De- 
partment has been vigilant. The right to require 
the resignation of undesirable bank officers has been 
used. The selection of reserve agents for state banks 
has been supervised. National banks that pay higher 
interest than Oklahoma state banks are allowed to 
pay are not permitted to act as reserve agents. This 
ruling is made partly to prevent a form of competition 
particularly annoying to state banks, which are legally 
unable to meet it. We shall meet with this situation 
in Kansas. Both Mr. Smock and Mr. Young have 
required evidence of experience, character, and ability 
in the proposed management before authorizing the 
opening of new banks. Both have refused authority 
for banks at points that in their opinion already had 
adequate facilities, following in this the practice of 
the Comptroller of the Currency. In one case a writ 
of mandamus was obtained to compel the issuance 
of a certificate of authority to transact business, but 
notwithstanding this decision against it, the Com- 
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missioner's office still declines to authorize banks where 
in its opinion they are not needed. Very rarely can 
the organizers of a bank proceed successfully against 
official disapproval. 

The Oklahoma experiment of deposit guaranty has 
been tried with faithful purpose to make it succeed, 
and to do away with the paralysis of trade and the 
human misery that have followed bank failures. 

We leave the subject for the present, at a time when 
the system is undergoing the severest possible test 
through the closing of the largest bank in the system. 
Some such early shock was not altogether unexpected 
from the general conditions. When we resume in 
the next number the relation of the Oklahoma experi- 
ment and compare it with those of other states, the 
course of events may make clear certain conclusions 
we should now have to reach by long inferences. 

Thornton Cooke. 

Kansas City, Mo. 



